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MVEMORANDUM OPI NI ON

DI NAN, Special Trial Judge: Respondent determ ned a

deficiency in petitioners’ Federal incone tax of $2,658, and an
addition to tax under section 6651(a)(1) of $495.25, for the
taxabl e year 1996. Unl ess otherw se indicated, section

references are to the Internal Revenue Code in effect for the
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year in issue, and all Rule references are to the Tax Court Rul es
of Practice and Procedure.

The sole issue for decision is whether petitioners are
entitled to various business expense deductions disall owed by
respondent.! Petitioners resided in Sacranento, California, on
the date the petition was filed in this case.

During the year in issue, petitioner husband (petitioner)
recei ved conpensation of $31,358 fromthe United States Postal
Service and $800 from Zears Painting & Decorating, Inc. He also
recei ved nonenpl oyee conpensation of $9, 445 from Zears.

Petitioner wife received nonenpl oyee conpensation of $1,200 from
Joell’s Graphics. Also during this year, petitioners were

i nvol ved with O ray Corporation, which was engaged in notorcycle
repair. A Federal inconme tax return was filed for this
corporation for taxable year 1996, reporting gross receipts or
sal es of $50,262 and a | oss of $28,861. No conpensation was
reported as paid to officers or enployees on the corporation’s

return.

!Respondent concedes the disall owance of a $5,589 item zed
deduction for casualty and theft |osses. The applicability of
the sec. 6651(a)(1l) addition to tax for failure to tinely file a
return was not raised by petitioners as an issue either in the
petition or at trial. W note, however, that the record supports
respondent’s assertion of the addition to tax because the return
was signed on April 10, 1998, and stanped received by the IRS on
May 8, 1998. All of the adjustnents otherw se unaddressed
(it ncluding the correct amobunt of the addition to tax) are
conput ational and will be resolved by the Court’s holding on the
issue in this case.
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Petitioners filed a joint Federal inconme tax return for
taxabl e year 1996. Wth this return, petitioners filed a
Schedule C, Profit or Loss From Business. This schedul e naned
petitioners as proprietors of a business (“the Schedule C
busi ness”) engaged in “Mt, Consulting, Estimating, Bkpr”

Petitioners reported the foll ow ng amounts on this schedul e:

& oss receipts or sales $10, 645
Cost of goods sold (500)
Expenses

Adverti sing $500

Bad debts 500

Car and truck 3, 053

Depreci ati on 2,446

| nsur ance 250

Ofice 250

Rent or | ease 1, 500

Repai rs and nmmi nt enance 2,000

Suppl i es 250

Uilities 240

Tot al expenses (10,989)
Loss (844)

No i ncone was reported on the Schedule C as having been received
fromOQray Corporation for services rendered by petitioners. In
the statutory notice of deficiency, respondent disallowed the
deductions for the car and truck, depreciation, and repairs and
mai Nt enance expenses.

Petitioners argue that the Schedul e C busi ness was engaged
in a variety of business activities, one of which was nmaki ng
deliveries for Aray Corporation. Petitioners testified that
they mai ntai ned separate office space on the prem ses of Oray
Cor poration for conducting the activities of the Schedule C

busi ness, and that the business ventures were separate and
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distinct. The only evidentiary support provided by petitioners
for the disallowed deductions relates to the activities conducted
for Aray Corporation.

Ordinary and necessary expenses incurred in carrying on a
trade or business generally are deductible by the individual
engaged in the trade or business. Sec. 162(a).

A taxpayer generally nust keep records sufficient to
establish the anounts of the itens reported on his Federal incone
tax return. Sec. 6001; sec. 1.6001-1(a), (e), Incone Tax Regs.
However, in the event that a taxpayer establishes that a
deducti bl e expense has been paid but that he is unable to
substantiate the preci se amount, we generally may estimate the
anmount of the deducti bl e expense bearing heavily against the
t axpayer whose inexactitude in substantiating the anmount of the

expense is of his own neking. Cohan v. Comm ssioner, 39 F.2d

540, 543-544 (2d CGr. 1930). W cannot estimte a deductible
expense, however, unless the taxpayer presents evidence
sufficient to provide sone basis upon which an estimate may be

made. Vanicek v. Conm ssioner, 85 T.C. 731, 743 (1985).

Section 274(d) supersedes the Cohan doctrine. Sanford v.

Comm ssioner, 50 T.C. 823, 827 (1968), affd. 412 F.2d 201 (2d

Cr. 1969). As relevant here, section 274(d) provides that,
unl ess the taxpayer conplies with certain strict substantiation

rul es, no deduction is allowable for expenses with respect to
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aut onobi l es or other property used as a neans of transportation.
Sec. 274(d)(4). To neet the strict substantiation requirenents,
t he taxpayer nust substantiate the amount, tinme, place, and
busi ness purpose of the expenses. Sec. 274(d); sec. 1.274-5T,
Tenporary I ncone Tax Regs., 50 Fed. Reg. 46014 (Nov. 6, 1985).
Wth respect to the use of autonobiles, in order to establish the
anount of an expense the taxpayer nust establish the amount of
busi ness m | eage and the anmount of total mleage for which the
aut onobil e was used. Sec. 1.274-5T(b)(6)(i)(B), Tenporary |ncone
Tax Regs., 50 Fed. Reg. 46016 (Nov. 6, 1985). The taxpayer may
substantiate the anount of m | eage by adequate records or by
sufficient evidence corroborating his owm statenent. Sec.
274(d). A record of the ml|eage nade at or near the tinme the
aut onobi | e was used, supported by docunentary evi dence, has a
hi gh degree of credibility not present with a subsequently
prepared statenment. Sec. 1.274-5T(c)(1), (2), and (3), Tenporary
I ncone Tax Regs., 50 Fed. Reg. 46016 (Nov. 6, 1985).

Petitioners’ exact relationship to the AQray corporation is
uncl ear: Al though petitioner testified that he is the president
of the corporation, nothing indicates an enpl oynent role for
petitioner wife, nor was the ownership of the corporation
expl ai ned. The expenses at issue seemintricately tied to the
corporation; thus, it is unclear why petitioners clainmed the

expenses as deductions on their individual incone tax return
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rather than on the corporation’s return. W note that a
corporation is a separate legal entity, and an individual
generally may not claimdeductions for expenses incurred by a

corporation. See Gntner v. Conm ssioner, 91 T.C 713, 725

(1988), affd. 905 F.2d 241 (8th Gr. 1990). However, we need not
deci de whet her the deductions were those of the corporation (or
possi bly enpl oyee busi ness expenses) because we hol d that
petitioners have not substantiated the expenses.

The evi dence provided to support the deductions for the
expenses in issue is conprised of a summary showi ng m | eage for
pi ckup and delivery of notorcycles, a sunmmary of repairs and
mai nt enance on a truck, and a summary showi ng the costs
associated wwth a nmotorcycle for which petitioners clainmed
depreci ati on expenses. All of the other evidence provided by
petitioners, as well as their testinony, helps to establish that
they were involved in the business of Aray Corporation but does
not provi de adequate substantiation of any specific expenses.?

W find the mleage summary to be insufficient
substanti ati on under section 274(d) because the m | eage anounts
were not entered at the tine the vehicle was used and because

they were based on figures in a conputer atlas database rather

2Petitioners filed an anended Federal incone tax return for
t axabl e year 1996, but the return was not accepted by respondent.
This return, which was introduced as evidence, nerely contains
uncorroborated assertions by petitioners and does not provide
substantiation for any of the amounts in issue.
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t han actual odoneter readings. W find the summary of truck
repairs and mai ntenance to be insufficient substantiation because
the underlying records were not produced and because petitioners
have not shown the percentage of business versus personal use of
the truck as required by section 274(d). Finally, we find the
summary of notorcycle costs to be insufficient substantiation
because it was based solely upon recollection and was not
supported by other reliable evidence.

Because petitioners have not substantiated the anobunts of
t he expenses in issue, we sustain respondent’s disall owance of
t he deductions therefor.

To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




